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REO-XJLATIONS 

BELATDTG TO THE ASSESSHEHT AK9 COLLECTION OF THE SPECIAL EXCISE 
TAX IXFOSEB BY SECTION 88 OF THE ACT OF AUQVST 5, 1909, ON COB- 
POBATIONS, JOINT STOCK COMPANIES, ASSOCIATIONS, AND INSXTBANCE 
COMPANIES. 



Treasury Department, 
Officb op Commissioner Internal Revenue, 

Washington^ D. C,^ December 3^ 1909. 
Section 38 of the act of August 5, 1909, is as follows: 
Sec. 38. That every corporation, joint stock company or associa- 
tion, organized for profit and having a capital stock represented by 
shares, and every insurance company, now or hereafter organizea 
under the laws of the United States or of any State or Territory of 
the United States or under the acts of Congress applicable to Alaska 
or the District of Columbia, or now or hereafter organized under the 
laws^of any foreign countrp^ and en^ged in business in any State or 
Territory of the United states or in Alaska or in the District of 
Columbia, shall be subject to pay annually a special excise tax with 
respect to the carrying on or doing business by such corporation, joint 
stock company or association, or insurance company, equivalent to 
one per centum upon the entire net income over and above five thou- 
sand dollars received by it from all sources during such year, exclu- 
sive of amounts received by it as dividends upon stock of other cor- 
porations, joint stock companies or associations, or insurance com- 
panies, subject to the tax hereby imposed ; or if organized under the 
laws of any foreign country, upon the amount of net income over and 
above five thousand dollars received by it from business transacted 
and capital invested within the United States and its Territories. 
Alaska, and the District of Columbia during such year, exclusive oi 
amounts so received by it as dividends upon stock of other corpora- 
tions, joint stock companies or associations, or insurance companies, 
subject to the tax hereby imposed : Provided^ however^ That nothing 
in this section contained shall apply to labor, agricultural or horticul- 
tural organizations, or to fraternal beneficiary societies, orders, or 
associations operating under the lodge system, and providing for the 
payment of life, sick, accident, and other benefits to the members of 
such societies, orders or associations, and dependents of such members, 
nor to domestic building and loan associations, organized and opera- 
ted exclusively for the mutual benefit of their members, nor to any cor- 
poration or association organized and operated exclusively for religious 
charitable, or educational purposes, no part of the net income of 
which inures to the benefit of any private stockholder or individual. 

Second. Such net income shall be ascertained by deducting from 
the gross amount of the income of such corporation, joint stock com- 
pany or association, or insurance company, received within the year 
from all sources, (first) all the ordinary and necessary expenses 
actually paid within the year out of income in the maintenance and 
operation of its business and properties, including all charges such as 
rentals or franchise payments, required to be made as a condition to 
the continued use or possession of property; (second) all losses 
actually sustained within the year and not compensated by insurance 
or otherwise, including a reasonable allowance for depreciation of 

(2) 

FEB 21 1925 

Digitized by VjOOQIC 



property, if anj, and in the case of insurance companies the sums 
other tnan dividends, paid within the year on pohcy and annuity 
contracts and the net addition, if any, required oy law to be made 
within the year to reserve funds; (third) interest actually paid within 
the year on its bonded or other mdebtedness to an amount of such 
bonded and other indebtedness not exceeding the paid-up capital 
stock of such corporation, joint stock company or association, or in- 
surance company, outstanding at the close of tne year^ and in the case 
of a bank, banking association or trust company, all mterest actually 
paid by it within the year on deposits; (fourth) all sums paid by it 
within the year for taxes imposed under the authority of the United 
States or of any State or Territory thereof, or imposed by the govern- 
ment of any foreign country as a condition to carry on business 
therein; (fifth) all amounts received by it within the year as divi- 
dends upon stock of other corporations, joint stock companies or 
associations, or insurance companies, subject to the tax hereby im- 
posed : Provided^ That in the case of a corporation, joint stock com- 
pany or association, or insurance company, organized under the laws 
of a foreign country, such net income shall be ascertained by deduct- 
ing from flie gross amount of its income received within the year from 
business transacted and capital invested within the United States 
and any of its Territories, Alaska, and the District of Columbia, 
(first) all the ordinary and necessary expenses actually paid within 
the year out of earning in the maintenance and operation of its busi- 
ness and property within the United States and its Territories, 
Alaska, and the District of Columbia, including all charges such as 
rentals or franchise payments required to be made as a condition to 
the continued use or possession of property; (second) all losses 
actually sustained within the year in business conducted by it within 
the United States or its Territories, Alaska, or the District of Colum- 
bia not compensated by insurance or otherwise, including a reason- 
able allowance for depreciation of property, if any, and in the case of 
insurance companies the sums other than aividends, paid within the 
year on policy and annuity contracts and the net addition, if any, 
required by law to be made within the year to reserve funds ; (third) 
interest actually paid within the year on its bonded or other indebted- 
ness to an amount of such bonded and other indebtedness, not exceed- 
ing the proportion of its paid-up capital stock outstanding at the 
close of the year which the gross amount of its income for the year 
from business transacted and capital invested within the United 
States and any of its Territories, Alaska, and the District of Colum- 
bia bears to the gross amount of its income derived from all sources 
within and without the United States; (fourth) the sums paid by it 
within the year for taxes imposed under the authority of the United 
States or of any State or Territory thereof; (fifth) all amounts re- 
ceived by it within the year as dividends upon stock of other corpora- 
tions, jomt stock companies or associations, and insurance companies, 
subject to the tax hereoy imposed. In the case of assessment insurance 
companies the actual deposit of sums with State or Territorial officers, 
pursuant to law, as additions to guaranty or reserve funds shall be 
treated as being payments required by law to reserve funds. 

Third. There snail be deducted from the amount of the net income 
of each of such corporations, joint stock companies or associations, 
or insurance companies, ascertained as provided in the foregoing 
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paragraphs of this section, the sum of five thousand dollars, and said 
tax shall be computed upon the remainder of said net income of such 
corporation, joint stock company or association, or insurance com- 
pany, for the year ending December thirty-first, nineteen hundred 
and nine, and for each calendar year thereafter; and on or before 
the first day of March, nineteen hundred and ten, and the first day 
of March in each year thereafter, a true and accurate return under 
oath or affirmation of its president, vice-president, or other principal 
officer, and its treasurer or assistant treasurer, shall be made by each 
of the corporations, joint stock companies or associations, and in- 
surance companies, subject to the tax imposed by this section, to the 
collector of mtemal revenue for the district in which such corpora- 
tion, joint stock companj^ or association, or insurance company has 
its prmcipal place oi business, or, in the case of a corporation, joint 
stock company or association, or insurance company, organized under 
the laws of a foreign country, in the place where its principal busi- 
ness is carried on within the United States, in such form as the Com- 
missioner of Internal Revenue, with the approval of the Secretary 
of the Treasury, shall prescribe, setting forth (first) the total amount 
of the paid-up capital stock of such corporation, joint stock company 
or association, or insurance companv, outstanding at the close of the 
year; (second) the total amount or the bonded and other indebted- 
ness of such corporation, joint stock company or association, or in- 
surance companv at the close of the year; (third) the gross amount 
of the income or such corporation, joint stock company or association, 
or insurance company received during such year from all sources, 
and if organized under the laws of a foreign country the gross 
amount of its income received within the year from business trans- 
acted and capital invested within the United States and any of its 
Territories, Alaska, and the District of Columbia; also the amount 
received by such corporation, joint stock company or association, or 
insurance company within the year by way of dividends upon stock 
of other corporations, joint stock companies or associations, or in- 
surance companies, subject to the tax imposed by this section; 
(fourth) the total amount of all the ordinary and necessary expenses 
actually paid out of earnings in the maintenance and operation of 
the business and properties of such corporation, joint stock company 
or association, or insurance company within the year, stating sep- 
arately all charges such as rentals or franchise payments required to 
be made as a condition to the continued use or possession of prop- 
erty, and if organized under the laws of a foreign country the 
amount so paid in the maintenance and operation of its business 
within the United States and its Territories, Alaska, and the Dis- 
trict of Columbia; (fifth) the total amount of all losses actually 
sustained during the year and not compensated by insurance or other- 
wise, stating separately any amounts allowed for depreciation of 
property, and in the case of insurance companies the sums other 
than dividends, paid within the year on policy and annuity con- 
tracts and the net addition, if any, required by law to be made within 
the year to reserve fimds; and in the case of a corporation, joint stock 
company or association, or insurance company, organized under the 
laws of a foreign country, all losses actually sustained^ it during 
the year in business conducted by it within the United States or its 
Territories, Alaska, and the District of Columbia, not compensated 
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by insurance or otherwise, stating separately any amounts allowed 
for depreciation of property, and in tne case of insurance companies 
the sums other than dividends, paid within the year on policy and 
annuity contracts and the net addition, if any, required by law to be 
made within the year to reserve fund; (sixth) the amount of interest 
actually paid within the year on its bonded or other indebtedness to 
an amount of such bonded and other indebtedness not exceeding the 
paid-up capital stock of such corporation, joint stock company or 
association^ or insurance company, outstanding at the close of the 
year, and m the case of a bank, banking association, or trust com- 
pany, stating separately all interest paid by it within the year on 
deposits; or in case of a corporation, joint stock company or associa- 
tion, or insurance company, organized under the laws of a foreign 
country, interest so paid on its bonded or other indebtedness to an 
amount of such bonded and other indebtedness not exceeding the 
proportion of its paid-up capital stock outstanding at the close of the 
year, which the gross amount of its income for the year from busi- 
ness transacted and capital invested within the Umted States and 
any of its Territories, Alaska, and the District of Columbia, bears to 
the gross amount of its income derived from all sources within and 
without the United States^; (seventh) the amount paid by it within 
the year for taxes imposed under the authority of the United States 
or any State or Territory thereof, and separately the amount so paid 
by it for taxes imposed by the government of any f oreiffn country as 
a condition to carrying on business therein; (eighth) the net income 
of such corporation, j'oint stock company or association, or insurance 
company, after making the deductions in this section authorized. 
All such returns shall as received be transmitted forthwith by the 
collector to the Commissioner of Internal Kevenue. 

Fourth. Whenever evidence shall be produced before the Com- 
missioner of Internal Revenue which in the opinion of the commis- 
sioner justifies the belief that the return made by any corporation, 
joint stock company or association, or insurance company is incor- 
rect, or whenever any collector shall report to the Commissioner of 
Internal Revenue that any corporation, joint stock company or asso- 
ciation, or insurance company has failed to make a return as required 
by law, the Commissioner of Internal Revenue may require from the 
corporation, joint stock company or association, or insurance com- 
pany makinff such return, such further information with reference 
ta its capital, income, losses, and expenditures as he may deem ex- 
pedient ; and the Commissioner of Internal Revenue, for the purpose 
of ascertaining the correctness of such return or for the purpose of 
making a return where none has been made, is hereby authorized, 
by any regularly appointed revenue agent specially designated by 
him for that purpose, to examine any books and papers bearing upon 
the matters required to be included in the return or such corporation, 
joint stock company or association, or insurance company, and to re- 
quire the attendance of any officer or employee of such corporation, 
joint stock company or association, or insurance company, and to take 
Ids testimony with reference to the matter required by law to be in- 
cluded in such return, with power to administer oaths to such person 
or persons; and the Commissioner of Internal Revenue may also 
invoke the aid of any court of the United States having jurisdiction 
to require the attendance of such officers or employees and the produc- 
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tion of sach books and papers. Upon the information so acquired the 
Commissioner of Internal Revenue may amend any r^m or make a 
return where none has been made. All proceedings taken by the C<Mn- 
missioner of Internal Revenue under the provisions of this section 
shall be subject to the approval of the Secretary of the Treasury. 

Fifth. All returns shall be retained by the C<»nmissioner of In- 
ternal Revenue, who fiball make assessments thereon ; and in case of 
any return made with false or fraudulent intent, he diall add one 
hundred per centum of sudi tax, and in case of a refusal or n^led; to 
make a return or to verify the same as aforesaid he shall add fifty 
per centum of such tax. In case of neglect occasioned bv the sick- 
ness or absence of an officer of such corporation, joint sto^ company 
or association, or insurance company, required to make said return, 
or for other sufficient reason^ the collector may allow such further 
time for making and delivering such return as he may deem neces- 
sary, not exceeding thirty days. The amount so added to the tax 
shall be ^collected at the same time and in the same manner as the tax 
originally assessed, unless the refusal, neglect, or falsity is discovered 
after the date for payment of said taxes, in which case the amount 
so added shall be paid by the delinquent corporation, joint stock com- 
pany or association, or msurance company, immediately upon notice 
given by the collector. All assessments shall be made and the several 
cori)orations, joint stock companies or associations, or insurance com- 

Eanies, shall be notified of the amount for which they are respectively 
able on or before the first day of June of each successive year, and 
said assessments shall be paid on or before the thirtieth day of June, 
except in cases of refusal or neglect to make such return, and in cases 
of false or fraudulent returns, in which cases the (Commissioner of 
Internal Revenue shall, upon the discovery thereof, at any time 
within three years after said return is due, make a return up<m infor- 
mation obtained as above provided for, and the assessment made by 
the Commissioner of Internal Revenue thereon shall be paid by sudti 
corporation, joint stock company or association, or insurance com- 
pany immediately upon notification of the amount of such assess- 
ment; and to any sum or sums due and unpaid after the thirtieth day 
of June in any year, and for ten days after notice and demand thereof 
by the collector, there shall be added the sum of five per centum on 
the amount of tax unpaid and interest at the rate of one per centum 
per mont h up on said thx from the time the same becomes due. 

Sixth. When the assessment shall be made, as provided in this 
section, the returns, together with any corrections thereof which may 
have been made by the commissioner, shall be filed in the office of 
the Commissioner of Internal Revenue and shall constitute public 
records and be open to inspection as such. 

Seventh. It shall be unlawful for any collector, deputy collector, 
agent, clerk, or other officer or employee of the United States to di- 
vulge or make known in any manner whatever not provided by law to 
any person any information obtained by him in the discharge of his 
official duty, or to divulge or make known in any manner not provided 
by law any document received, evidence taken, or report made under 
this section except upon the special direction of the President ; and any 
offense against tne foregoing provision shall be a misdemeanw and be 
punishea by a fine not exceeding one thousand dollars, or by impris- 
onment not exceeding one year, or both, at the discretion of the court. 



Digitized by VjOOQIC 



Eighth. If any of the corporations, joint stock companies or asso- 
ciations, or insurance companies aforesaid, shall refuse or neglect 
to make a return at the time or times hereinbefore specified in each 
year, or shall render a false or fraudulent return, such corporation, 

ioint stock company or association, or insurance company shall be 
iable to a penalty of not less than one thousand dollars and not 
exceeding ten thousand dollars. 

Any person authorized by law to make, render, sign, or verify any 
return, who makes any false or fraudulent return, or statement, with 
intent to defeat or evade the assessment required by this secticm to be 
made, shall be guilty of a misdemeanor, and shall be fined not exceed- 
ing one thousand dollars or be imprisoned not exceeding one year, or 
both, at the discretion of the court, with the costs of prosecution. 

All laws relating to the collection, remission, and refund of inter- 
nal-revenue taxes, so far as applicable to and not inconsistent with 
the provisions of this section, are hereby extended and made appli- 
cable to the tax imposed by this section. 

Jurisdiction is hereby conferred upon the circuit and district courts 
of the United States for the district within which any person sum- 
moned under this section to appear to testify or to produce books 
as aforesaid, shall reside, to compel such attendance, production of 
books, and testimony by appropriate process. 

Abticlb 1. 

The attention of collectors and others is specially called to the fact 
that the tax imposed by this section of the law applies to all corpora- 
tions, joint-stock companies, associations, or insurance companies de- 
scribed (except those specifically exempted), without reference to the 
kind of business carried on, and that tbe tax is to be computed upon 
the NET INCOME of such corporations, joint-sto^i companies, associa- 
tions, and insurance companies, which shall be calculated by sub- 
tracting from the gross income received from all sources during the 
year certain deductions specifically set forth in the statute. 

Every corporation, joint-stock company, association, or insurance 
company not specifically enumerated as exempt shall make the return 
required by law, whether it may have net income liable to tax or not. 

In the case of corporations, joint-stock companies, associations, or 
insurance companies organized under the authority of the United 
States or any State or Territory thereof, including Alaska and Dis- 
trict of Columbia, such net income relates not only to the business 
carried on within the confines of the United States, but to income 
received from business transacted in any foreign country as well. 
In case of corporations, joint-stock companies, and associations organ- 
ized under the authority of foreign countries the terms " Gross in- 
come," " Net income," and " Authorized deductions " relate only to 
business transacted within the United States or any State or Terri- 
tory thereof. 

AkticIiE 2. — Gross income. 

The following definitions and rules are given for determining the 
gross income of the various classes of corporations : 

1 A. Banks and other financial institutions.^-Gross income consists 
of the gross revenue derived from the operation and management of 
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the business and property of the corpcwation making the return, to- 
gether with all amounts of income (including dividends received 
on stock of other corporations^ joint-stock companies, associations, 
and insurance companies subject to this tax) derived from all other 
sources, as shown by the entries on its books from January 1 to 
December 31 of the year for which return is made. 
1 B. Insurance companies. — Same as lA above. 

2. Transportation companies. — Same as 1 A above. 

3. Manufacturing companies. — Gross income received during the 
year from all sources will consist of the total amount, ascertained 
through an accounting, that shows the difference between the price 
received for the goods as sold and the cost of such goods as manu- 
factured. The cost of goods manufactured shall be ascertained by 
an addition of a charge to the account of the cost of goods as manu- 
factured during the year of the sum of the inventory at beginning of 
the year and a credit to the account of the sum of the inventory at 
the end of the year. To this amount should be added all items of in- 
come received during the year from other sources, including dividends 
received on stock of other corporations, joint-stock companies, asso- 
ciations, and insurance companies subject to this tax. In the deter- 
mination of the cost of goods manufactured and sold as above such 
cost shall comprehend all charges for maintenance and operation of 
manufacturing plant, but shall not embrace allowances for depreci- 
ation of property nor for losses sustained which are to be taken ac- 
count of in ascertaining the net income subject to tax under the proper 
heading in the authorized deductions. 

4. Mercantile companies. — Gross amount of income received dur- 
ing the year from all sources consists of the total amount ascertained 
through inventory, or its equivalent, which shows the difference be- 
tween the price received for goods sold and the cost of goods pur- 
chased during the year, with an addition of a charge to the account of 
the sum of the inventory at beginning of the year and a credit to the 
account of the sum of the inventory at the end of the year. To this 
amount should be added all items of income received during the year 
from other sources inclusive of dividends r^eived on stock of other 
corporations, joint-stock companies, associations, and insurance com- 
panies subject to this tax. In determining this amount no account shall 
be taken of allowances for depreciation of property, nor for losses sus- 
tained which are to be taken account of in ascertaining the net income 
subject to tax under the proper heading in the authorized deductions. 

5. Miscellaneous. — Gross income consists of the gross revenue de- 
rived from the operation and management of the business and prop- 
erty of the corporation making the return, together with all amounts 
of income (including dividends received on stock of other corpora- 
tions, joint-stock companies, associations, and insurance companies 
subject to this tax) derived from all other sources as shown by the 
entries on the books from January 1 to December 31 of the year for 
which return is made. . 
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It will be noted from these definitions that gross income is prac- 
tically the same as gross profits, the only difference being that gross 
income is more inclusive, embracing as it does not only gross profits 
of the corporation, joint-stock company and association itself, but 
also all amounts of income received from other sour<$es. It is im- 
material whether any item of gross income is evidenced by cadi 
receipts during the year or in such other manner as to entitle it to 
proper entry on the books of the corporation from January 1 to 
December 31 for the year in which return is made. 

Sale of capites assets. — In ascertaining income derived from the sale 
of capital assets, if the assets were acquired subsequent to January 1, 
1909, the difference between the selling price and the buying price 
shall constitute an item of gross income to be added to or subtracted 
from gross income according to whether the selling price was greater 
or less than the buying price. If the capital assets were acquired 
prior to January 1, 1909, the amount of increment or depreciation 
representing the difference between the selling and buying price is 
to be adjusted so as to fairly determine the proportion of the loss or 
gain arising subsequent to January 1, 1909, and which proportion 
shall be deducted from or added to the gross income for the year in 
which the sale was made. But for the purpose of determining the 
selling price, as provided in this section, there shall be added to the 
price actually realized on sale any amount which has already been 
set aside and deducted from gross income by way of depreciation as 
defined in article 4 and has not been paid out in making good such 
depreciation on the property sold. 

Where a corporation is engaged in carrying on more than one 
class of business, gross income derived from the different classes of 
business shall be ascertained according to the definitions above, 
applicable thereto. 

Article 3. — Net income. 

Net income shall be ascertained by deducting from the gross 
amount of the income of such corporation, joint stock company 
or association, or insurance company, received within the year 
from all sources, (first) all the ordinary and necessary expenses 
actually paid within the year out of income in the maintenance and 
operation of its business and properties, including all charges such as 
rentals or franchise payments required to be made as a condition to 
the continued use or possession of property; (second) all losses 
actually sustained withm the year and not compensated by insurance 
or otherwise, including a rea sonable allowance for depreciation of 
property, ,if any, and in the'^case of insurance companieis the sums 
oiher than dividends, paid within the year on policy and annuity 
contracts and the net addition, if any, required by law to be made 
within the year to reserve funds; (third) interest actually paid with- 
in the year on its bonded or qther indebtedness to an amount of such 
bonded and other indebtedness not exceeding the paid-up capital 
stock of such corporation, joint stock company or association, or 
insurance company, outstanding at the close of the year, and in 
the case of a Dank, banking association, or trust company, all 
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interest actually paid by it within the year on deposits." In case 
of corporations, joint stock companies, and associations organized 
*imder the laws or a foreign country, " the proportion of its paid-up 
oapital stock outstanding at the close of the year which the gross 
amount of its income for the year from business transacted and 
capital invested within the United States and any of its Territories, 
Alaska, and the District of Columbia bears to the ^oss amount of its 
income derived from, all sources within and without the United 
States; (fourth) all sums paid by it within the year for taxes im- 
posed under the authority of the United States or of any State or 
Territory thereof, or imposed by the ffovemment of any foreign 
country as a condition to carrying on business therein; (fifth) all 
amounts received by it within the year as dividends upon stock of 
other corporations, joint stock companies or associations, or insurance 
companies, subject to the tax hereby imposed. 

The section further provides: 

That in the case of a corporation, joint-stock company, or associa- 
tion, or insurance company, organized under the laws of a foreign 
country, such net income shall te ascertained (by making like deduc- 
tions) n-om the gross amount of its income received wlflain the year 
from business transacted and its capital invested within the United 
States and any of its Territories, Alaska, and the District of Columbia. 

Also that : 

In the case of assessment insurance companies the actual deposit 
of sums with state or territorial officers, pursuant to law, as addi- 
tions to guaranty or reserve fund, shall be treated as being payments 
required by law to reserve fimd. 

Also (third paragraph) that: 

There shall be deducted from the amount of the net income of 
each of such corporations, joint-stock companies, or associations, 
or insurance companies, ascertained as provided in the foregoing 
paragraphs of this section, the sum of five thousand dollars. 

The met income, therefore, is the remainder of the gross income after 
making the specified deductions. 

Akticub 4. — Deductions. 

The specified deductions actually paid within the year, set forth 
in the statute and as described in article 3 preceding, shall include 
all proper items of expenses and charges under the respective heads 
as designated. The amount returned for ordinary and necessary ex- 
penses actually paid within the year out of income in maintenance 
and operation of the business and properties of the corporation should 
not, however, embrace allowances for depreciation of fixed property 
which are otherwise to be taken account of under the proper heading 
in the authorized deductions, nor expenses paid within the year and 
charged to such allowances for depreciation credited in the current 
year or in previous years. In ascertaining expenses proper to be in- 
cluded in the deductions to be made under this article, corporations 
carrying materials and supplies on hand for use should include in 
such expenses the charges for materials and supplies only to the 
amount that the same are actually disbursed and used in operation 
and maintenance during the year for which the return is made. 
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It is immaterial whether the deductions are eyidenoed by actual 
disbursements in cadi, or whether evidenoed in such other way as 
to be properly acknowledged by the corporate officers and so entered 
on the books as to constitute a liability against the assets of the 
corporation, joint-stock company, association, or insurance company 
making the return. 

Losses. — ^The deduction for losses must be in respect of losses 
actually sustained during the year and not compensated by insurance 
or otherwise. It must be based upon the difference betwe^i the cost 
value and salvage value of the property or assets, including in the 
latter value such amount, if any, as has in the current or previous 
years been set aside and deducted from gross income by way of de- 
preciation as defined in the following section and not been paid out 
inmaking good such depreciation. 

^L>epreciaMon. — The deduction for depreciation should be the esti- t* 
mated amoimt of the loss, accrued during the year to which the re- 
turn relates, in the value of the property in respect of which such 
deduction is claimed that arises £rom exhaustion, wear and tear, or 
obsolescence out of the uses to whidi the property is put, and which 
loss has not been made good by payments for ordinary maintenance 
and repairs deducted under the heading of expenses of maintenance 
and operation or in the ascertainment of gross income. This estimate 
should be formed upon the assumed life of the property, its cost 
value, and its use. Expenses paid in any one year in making good 
exhaustion, wear and tear, or obsolescence in respect of which any 
deducti(m for depreciation is claimed must not be included in the 
deduction for expense of maintenance and operation of the property 
or in the ascertainment of gross income, but must be made out of 
accumulative, allowances deducted for depreciation in current and __ 
previous years. ^ 

Akticlb 5. — Irwentories. 

It will be noted that an inventory or its equivalent of materials, 
supplies, and merchandise on hand for use or sale at the close of each 
calendar year is essential in the case of certain corporations in order 
to determine the gross income, and in case of other corporations to 
determine their expenses of operation. Where such inventory or its 
equivalent was not taken at the close of the year 1908, a supplemental 
statement showing such inventory approximately must be submitted 
with the return on the regular form. Such supplemental statement 
shall be verified under oath by the treasurer or principal financial 
officer in submitting the same. 

Where any item under any of the deductions is of an unusual 
nature a special explanatory note referring to such item shall be made 
and attached to the form at the appropriate place and made a part 
thereof by proper reference. 

Paragraph 3 of said secticm 38 also provides: 

and said tax shall be computed upon the remainder of said net 
income of such corporation, jmnt stock ccHupany or association^ or 
insurance company, for the year ending December thirty-fir^ mne- 
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teen hundred and nine, and for each calendar year thereafter; and on 
or before the first day of March, nineteen hundred and ten, and the 
first day of March in each year thereafter, a true and accurate return 
under oath or affirmation of its president, vice-president, or other 
principal officer, and its treasurer or assistant treasurer, shall be made 
by each of the corporations, joint stock companies or associations, and 
insurance companies, subject to the tax imposed by this section, to 
the collector of internal revenue for the district in which such cor- 
poration, joint stock company or association, or insurance company, 
has its principal place of business, or, in the case of a corporation, 
joint stock company or association, or insurance company, or^nized 
under the laws of a foreign country, in the place where its principal 
business is carried on within the United States, in such form as the 
CJommissioner of Internal Revenue, with the approval of the Secre- 
tary of Treasury, shall prescribe. 

Each return so made is required to set forth : 

(a) The total amount of the paid-up capital stock of such corpora- 
tions, joint-stock companies or associations, or insurance companies, 
outstanding at the close of the year ; 

(6) The total amount of bonded and other indebtedness of such 
corporation, joint-stock company or association, or insurance com- 
pany, at the close of the year; 

(c) The gross amount of the income of such corporation, joint- 
stock company or association, or insurance company, received during 
the year from all sources, and if organized under the laws of a for- 
eign country, the gross amount of its income received within the year 
from business transacted and capital invested within the United 
States and any of its territories, Alaska, and the District of Columbia. 

Such returns are also required to set forth the items claimed as 
deductions (Article 4), also the net income after such deductions 
have been made. 

Articms 6. 

Under the authority conferred by this act forms of return have 
been prescribed, in which the various items specified in the law are 
to be stated. 

Blank forms of this return will be mailed to collectors and ^ould 
be furnished to every corporation, not expressly excepted, on or before 
January 1, 1910, and on or before January 1st of each year thereafter. 
Failure on the part of any corporation, joint-stock company, associa- 
tion, or insurance company liable to this tax, to receive a blank form 
will not excuse it from making the return required by law, or relieve 
it from any penalties for failure to make the return in the prescribed 
time. Corporations not supplied with the proper forms for making 
the return should make application therefor to the collector of inter- 
nal revenue in whose district is located its principal place of business. 
Each corporation should carefully prepare its return so as to fully 
and clearly set forth the data therein called for. 

Bookkeeping. — ^No particular system of bookkeeping or accounting 
will be required by the Department. However, the business trans- 
acted by corporations, joint-stock companies, associations, or insur- 
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ance companies must be so recorded that each and every item therein 
set forth may be readily verified by an examination of the books and 
accounts, where such examination is deemed necessary. 

Calendar year.— As the law specifically provides that the tax im- 
posed shall be computed on the net income during each '^calendar 
year," returns of income based on any period other than the calendar 
year can not be accepted. 

Corporations organized during the year or going into liquidation 
during the year should nevertheless render a sworn return on the 
prescribed form. 

Akticlb 7. 

Collectors will see that as soon as each return made by any corpora- 
tion is received a record on Form 632 is made, setting out the name of 
the corporation making the return, the nature of the principal busi- 
ness transacted, the location of principal place of business, with net 
income reported, and the date on wluch such return was received. 
The date of receipt in each case will be noted in the last column of 
that form, in which column the list on which assessment is made will 
also be noted. For this purpose the column so used may be sub- 
divided, or the date of receipt of such returns may be noted in red 
ink over the date entered therein as to such assessment list. 

Any collector will, whenever it appears advisable to do so, request 
that a revenue agent be specially designated to collect and furnish 
this oflSce with such other data as, in his judgment, is necessary to de- 
termine the actual amount of tax to be assessed against any corpora- 
tion, joint-stock company, or association which under the law set 
forth in these r^ulations is required to make return. 

Such returns are required to be made not later than March 1 of 
each year, and any failure to comply with the law in this regard 
should be at once reported by the collector to the Commissioner of 
Internal Revenue. 

To enable collectors to determine whether all returns due have been 
received, a careful canvass of each district should be made, and all 
corporations, joint-stock companies, and associations subject to the 
tax imposed should be listed as above directed. 

Akticle 8. 

For statistical purposes all such corporations, joint-stock com- 
panies, and associations will be classified as follows : 

Class A: Financial and commercial. — Including banks, banking 
associations, trust companies, guaranty and surety companies, title 
insurance companies, building associations (if for profit), and insur- 
ance companies, not specifically exempt. 

CiiASs B : Public service. — Such as railroads, steamboat, ferryboat, 
and stage-line companies; pipe-line, gas, and electric-light companies; 
express, transportation, and storage companies; telegraph and tele- 
phone companies. 

CiiASS C : Industrial and mxinufacturing. — Such as mining, lumber, 
and coke companies; rolling mills; foundry and machine ^ops; 
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sawmills; flour, woolen, cotton, and other mills; manufacturers of 
cars, automobiles, elevators, agricultural implements, and all articles 
manufactured wholly or in part from metal, wood, or other material ; 
manufacturers or refiners of sugar, molasses, sirups, or other products ; 
ice and refrigerating companies; slaughterhouse, tannery, packing, 
or canning companies, etc 

Class D: Mercantile. — Including all dealers (not otherwise classed 
as producers or manufacturers) in coal, lumber, grain, produce, and 
all goods, wares, and merchandise. 

Class E: Miscellaneous. — Such as architects, contractors, hotel, 
theater, or other companies, or. associations, not otherwise classed. 

When classified as above indicated the names of the various cor- 
porations, companies, and associations will be listed alphabetically, 
and will be numbered consecutively (commencing with No. 1 in edch 
class), and in forwarding returns or papers subsequently rendered or 
submitted by such corporations or companies collectors will see that 
the same have placed thereon the designating class letter and number 
corresponding with those noted on the lists herein required to be 
furnidied. 

Articlb 9. Exannmation of hooka^ etc.j by revewue agent. 

Paragraph 4 of said section 38 provides : 

Fourth. Whenever evidence shall be produced before the Conmiis- 
sioner of Internal Revenue which in the opinion of the commissioner 
justifies the belief that the return made by any corporation, joint 
stock company or association, or insurance company, is incorrect, or 
whenever any collector shall report to the Conmiissioner of Internal 
Revenue that any corporation, joint stock company or association, or 
insurance company has failed to make a return as required by law, 
the Commissioner of Internal Revenue may require from the corpora- 
tion, joint stock company or association, or insurance company mak- 
ing such return such further information with reference to its capital, 
income, losses, and expenditures as he mav deem expedient; and the 
Commissioner of Internal Revenue, for the purpose of ascertaining 
the correctness of such return or for the purpose of making a return 
where none has been made, is hereby authorized, bv any regularly 
appointed revenue a^ent specially designated by him for that puri)ose, 
to examine anjr books and papers bearing upon the matters required 
to be included in the return or such corporation, joint stock company 
or association, or insurance company, and to require the attendance of 
any officer or employee of such corporation, joint stock company or 
association, or insurance company, and to take his testimony with 
reference to the matter required by law to be included in such return, 
with power to administer oaths to such person or persons; and the 
Commissioner of Internal Revenue may also invoke the aid of anv 
court of the United States having jurisdiction to require the attencf- 
ance of such officers or employees and the production of such books 
and papers. Upon the information so acquired the Commissioner of 
Internal Revenue may amend any return or make a return where 
none has been made. All proceedmgs taken by the Commissioner of 
Internal Revenue under the provisions of this section shall be subject 
to the approval of the Secretary of the Treasury. 
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ABnciiB 10. — Assessment and collection of tax^ etc. 

Paragraph 5 of said section 38 provides : 

Fifth. All retunis shall be retained by the Commissioner of In- 
ternal Revenue, who shall make assessments thereon; and in case of 
any return made with false or fraudulent intent, he shall add one 
hundred per centum of such tax, and in case of a refusal or neglect to 
make a return or to verify the same as aforesaid he shall add fifty 
per centum of such tax. In case of neglect occasioned by the sick- 
ness or absence of an officer of such corporation, joint stocK company 
or association, or insurance company, required to make said return, 
or for other sufficient reason, the collector may allow such further 
time for making and delivering such return as he may deem necessary, 
not exceeding thirty days. The amount so added to the tax shall be 
collected at the same time and in the same manner as the tax originally 
assessed unless the refusal, neglect, or falsity is discovered after the 
date for payment of said taxes, in which case the amount so added 
shall be paid hj the delinquent corporation, joint stock company or 
association, or insurance company, immediately upon notice given 
by the collector. All assessments shall be made and the several cor- 
porations, joint stock companies or associations, or insurance com- 
panies, shall be notified of the amount for which they are respectively 
liable on or before the first day of June of each successive year, and 
said assessments shall be paid on or before the thirtieth day of June, 
except in cases of refusal or neglect to make such return, and in 
cases of false or fraudulent returns, in which cases the Conmiissioner 
of Internal Revenue shall, upon the discovery thereof, at any time 
within three years after said return is due, make a return upon 
information obtained as above provided for, and the assessment made 
by the Commissioner of Internal Revenue thereon shall be paid by 
such corporation, joint stock company or association, or insurance 
company immediately upon notification of the amount of such assess- 
ment; and to any sum or sums due and unpaid after the thirtieth day 
of June in any year, and for ten days after notice and demand thereof 
by the collector, there shall be adaed the siun of five per centum on 
the amount of tax unpaid and interest at the rate of one per centum 
per month upon said tax from the time the same becomes due. 

Upon the receipt and verification of the returns rendered, the tax 
as ascertained to be due will be assessed as above prescribed; and 
notice of such assessment will be given and subsequent demand made 
(if necessary) on Forms 17 and 21, respectively. 

In case of failure to make returns within the time and manner 
requirjid by the statute, or where the return rendered is found or 
believed to be incorrect, action in such cases will be taken, as pro- 
vided in paragraph 4 of the law. 

The additional tax imposed by paragraph 5 of the law for failure 
X) make the required return, or for making a false or fraudulent 
return, will in all cases be assessed as therein provided. 

AjsncLB 11. — Returns to constitute public records. 

Paragraph 6 of said section 38 provides : 

Sixth. When the assessment shall be made, as provided in this sec- 
tion, the returns, together with any corrections thereof which may 
have been made by me commissioner, shall be filed in the office of the 
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Commissicmer of Internal Bevenue and shall constitute public records 
and be open to inspection as such. 

Article 12.^-Pe7ialtie8. 

Paragraphs 7 and 8 of section 88 provide: 

Seventh. It shall hft unlawful for any collector, deputy collector, 
agent, clerk, or other' officer or employee of the United States to 
divulge or make known in any manner whatever not provided by law 
to any person any information obtained by him in the discharge of 
his omcial duty, or to divulge or make known in any manner not pro- 
vided by law any document ree^Ved, evidence taken, or report made un- 
der this section except upon the special direction of the President ; and 
any offense a^inst the loregoing provision shall be a misdemeanor and 
be puni^ed by a fine not exceeding one thousand dollars, or by im- 
prisonment not exceeding one year, or both, at the discretion of the court. 

Eighth. If any of the corporations, joint stock companies or asso- 
ciations, or insurance companies, aforesaid, shall refuse or neglect to 
make a return at the time or times hereinbefore specified m each 
year^ or shall render a false or fraudulent return, such corporation. 

Joint stock company or association, or insurance company shall be 
iable to a penalty of not less than one thousand dollars and not 
exceeding ten thousand dollars. 

Any person authorized by law to make, render, sign, or verify any 
return who makes any false or ff^udulent return, or statement, with 
intent to defeat or evade the assessment required by this section to be 
made, shall be guilty of a misdemeanor, and shall be fined not exceed- 
ing one thousand dollars or be imprisoned npt exceeding one year, or 
both, at the discretion of the court, with the costs of prosecution. , 

Abtigle 13. — Gertadn revenue laws made applicable^ and jurisdictions 
conferred on United States courts to compel attendance of wit- 
nesses^ etc. 

Paragraph 8 further provides : 

All laws relating to the collection, remission, and refund of inter- 
nal-revenue taxes, so far as applicable to and not inconsistent v^ith 
the provisions of this section, are hereby extended and made applica- 
ble to the tax imposed by this section. 

Jurisdiction is nereby conferred upon the circuit and district courts 
of the United States for the district within which any person sum- 
moned under this section to appear to testify or to produce books, 
as aforesaid, shall reside, to compel such attendance, production of 
books, and testimony by appropriate process. 

Article 14. — OoUection of tax. ^ 

The tax assessed under the provisions of this act will be collected 
and will be receipted for on Form 1, as in the case of other assessed 
taxes. Unless paid within the time fixed by the statute, notice and 
demand should be at once issued, and, in case of nonpayment, dis- 
traint proceedings should be instituted without delay. 

. n . KoYAL E. Cabell, Commissioner. 

Franklin MacVbagh, 

Secretary of the Treasury. 
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